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and
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On behalfof the Legislative Finance Committee (Committee), l am pleased to transmit this

limited review report issued by the performance audit team which addresses certain

functions within the Southwesternm New Mexico Rrea Rgency on Rging (Rrea Rgency).

The audit team reviewed and analyzed documentation in preparing this report which will

be presented to the Committee on November 20, 1997,

Please provide a written response to the findings and recommendations and a corrective

action plan within ten days from the date of this Letter.

We belicve this report addresses issues the Committee asked us to review and hopre the New

Mexico State Rgency on Aging and the Rrea Rgency will benefit from cur efforts. Thank you

for your cooperation and assistance.

Sincerely,

David Abbey
Director

DAR:IMS/njw
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Pursuant to a request from the State Rgency on Rging (SROR) to the Legislative Finance
Committee, the Performance Rudit team conducted a limited review of the Southwestern
New Mexico Rrea Rgency on Rging (Rrea Rgency) itnternal controls, purchase of land,
construction of a building, fund balance disposition, and complliance with relevant Board

rolicies.

The following concerns were noted:

° The Rrea Agevcy is a small organization that consists of six employees and three
rart-time volunteers. The exceutive director and deputy director (managewent) are
husband and wife; and Ln a small organization, this can create an inherent Lntermnal
control weaknesses such as a breakdown in detecting errors and irregularities;
rossible abuse of authority ibn usage of telephone, vehicle, annual and sick leave; and
appearance of providing favorable treatwent to certain employeces which usually

result in poor staff wmoral, ete.

° The Rrea Rgency did not follow its procurecwent policies nor the State Procurewent
Code in the purchase of the Lland, building furnishings, building construction, and
realtor agent services. Also, flow-through wonies designated for service providers
were used by the Rrea Agency for building construction. The following should be
voted:

a) the land and building costs tncreased from $150,000. estimate as of Rugust 15,1996
teo $178,895. which wmay be attributed to the lack of competitive procurement

process.

b) the Area Rgency used $120,000 from the flduciary funds to pay for construction-in-

rrogress.,

¢) the realty consultants were pald $7,200 commission on the construction project.
However, it is unusual to hire and pay a commission teo a real estate agent on a

construction project.

° The Rrea RAgevcy issues, such as build up of interest amounts due the state, a 360
rercent increase in rental expense budget request and cash build up in the fiduciary
(agevicy) fund, ete. could have been prevented and resolved by SROAR through
wonitoring and reviecw processes. This is Lndicative that the SROAR oversight was

tnadequate.

o The ARrea ARgency fund balance has been incorrectly caleculated, the proper

restatewient of fund balance suggests that the Rrea Rgency wmay have scvere



finanecial problemws,
° The Rrea Agevcy does not have surety bond coverage as required by Board policy 4.04.
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Recommwendations

° The SAOR review and closely monitor the operations of the Rrea Rgency on a regular
basis and implement stringent control procedures due to the relationshipy of the
execeutive direcctor and deputy direcctor.

° The Rrea Agency follow its procurewent policies and the State Procurement Code
and maintain adequate supporting documentation for all purchases. Flow-through
wionies should be used for intended purposes. Except for the Lnitial paymwent each
fiscal year the Rrea Rgency is on a cost reimbursewment basis for funds received from
SAROR, it should not draw down excess funds. The SROAR veeds to determive Lf Land
and building costs are reasonable and allowable. The SROAR refer procurement code
violation to the district attorney and/or federal authority for further tnvestigation.

° The Rrea Rgency needs to recaleulate its fund balance. The fund balance should only
consist of donations and lnterest lncome carned on the donations. Program income
should be recognized as a reduction of expenditures and surplus funds be refunded
baclk to the grantor.

° The Rrea ARgevicy should comply with its own policy on surcty bond coverage for its
Officers and Board of Dircctors.,

Conclusion

The SROAR needs to tnerecase its oversight responsibility to cnsure that areca agencies
comply with federal and state Laws, rules and regulations, and contract terws.
Wncreased wonitoring will lessen disputes over appropriateness of program costs.
The majority of fimdings Ldentificd in the SROAR assesswment report dated Rugust 12,
1997, were substantiated and as a result the SROAR must scrutinize decisions and

transactions of the Rrea Rgency until the RArea Rgency addresses Lssues Ldentified.
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Background Wnformation

The Older Awmericans Rcet of 1965 requires that v order for a state to be eligible te
rarticipate in programs of grants to states from allotwents under the title Nl grants, the
state shall, in accordance with regulations of the Federal Commissioner for Rdministration

on Rging, designate a state agency as the sole state Rgency to:

R. develop a state plan to be submitted to the Commissioner for approval;

B. adwminister the state plan within such state;

C. be primarily responsible for the planning, prolicy development,
adwministration, coordination, pricrity scetting, and cvaluation for all state

activities related to the objectives of this Rct;

V. serve as an effective and visible advocate for older individuals by reviewing
and commenting upon all state plans, budgets, and policies which affect older
tndividuals and providing technical assistance to any agency, organization,

assoclation, or Lndividual representing the needs of older Lndividuals; and

€. divide the state into distinet planning and scrvice arcas after considering the
geographical distribution of older individuals in the state; the lneldence of
the veed for supportive services, nutrition services, multipurpose senior
centers, and Legal assistance, and the distribution of older individuals whe
have greatest cconomic need. The state agency shall designate bn such area,
& public or private nonprofit agency or organization as the area agency on

aging for such area.

The Rdministration on Rging within the Federal Department of Health and Human Services,
has been created to provide assistance bn the development of new or improved programs to
helpy older persons through grants to the states for community planning and services and

for training through rescarch, development, and training project grants.

The State Rgency on Rging Rct is contained in Sections 28-4-1 through 28-4-9 NMSA 1978.
Section 28-4-4 NMSA 1978, creates the State Rgevcy on Aging which is adwinistratively
attached to the Human Services Department. The administrative head of the agevcy is the
Director, who is appointed by and scrves at the pleasure of the governor. The State Rgency
on Rging is designated as the state agency for handling all programs of the federal
government related to the aged, excepnt those designated by Law as the responsibility of
another state agency, and may enter Lnto agreewents and contracts with agencies of the

federal government for this purpose.
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The Area Rgency was itncorporated in 1984 under the Laws of the State of New Mexico. The
Rrea Rgency is authorized by its charter to operate exclusively for charitable purposes, and
tn particular, for the purpose of providing relief to the poor, disabled, L, fraill, and
otherwise distressed elderly population in Program Service Rrea Four (PSAR4) covering New

Mexico counties of Catron, Dona RAna, Grant, Hidalge, Luna, Otero, Sterra, and Socorreo.

Ruthority for Review

The Legislative Finance Committee (Committee) has the statutory authority under Scction
2-5-3NMSR 1978 to examine the lLaws governing the finances and operations of departwients,
agencies, and institutions of New Mexico and all of its political subdivisions, the effects
of lLaws on the proper functioning of these governmental units, the policies and costs of
governmental units as related to the Laws, and to recommend changes to the Legislature.
W the furtherance of its statutory responsibility, the Committee may conduct bnquiries into
specific transactions affecting the operating policies and costs of govermmental units and

their compliance with state Law.

Purpose

The performance audit team conducted a limited review of the Rrea Rgency internal
controls purchase of land, construction of building, fund balance, expenditures, and
complliance with applicable board policies.

Objectives

To determine if:

1. the Rrea Rgency was in compliance with Laws, regulations, policles and

rrocedures relating to the acquisition of Land and a building.

2. the Rrea Rgency was properly administering the distribution of funds as
tntended by SROAR.

3. tnstances of nepotiswm were evident in the adwinistration of the Rrea Agency.
a4, the fund balance was properly stated.
5. the findings and recommendations reported in the SROAR assesswment report,

dated Rugust 12, 1997, were valid.
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Reviewed federal regulations, state statutes, SROAR and ARrea Rgency

regulations and pertivent policies and procedures.

Reviewed avdit reports of SROR ntermnal auditors and itndependent public

accountants.

Reviewed area plans submitted by the Rrea Rgency to SROAR for years 1996
through 2000.

Reviewed Rrea Rgency board meeting minutes.

Reviewed documentation for the purchase of land and construction of a

building.

Reviewed contracts between SROAR and Rrea Rgency.

Reviewed contracts between Rrea Rgency and other scrvice providers.

Reviewed a sample of expenditure records to determine compliance with

applicable lLaws, rules and regulations.

Qbtaived a general understanding of the RArea Rgency internal control

structure.

€Exit Conference

The contents of this report were discussed on November 13th at 8:30 a.m. among the

following individuals:

Rrea Agevcy

The Rrea Rgency was provided a draft copy of the report on Novemwber 12,1997, The Exccutive

Director did not participate in the exit conference.

SROAR

Gene Varela, Deputy Director
Dolph Bunkley, Program Manager
Ralph Tapia, Administrative Services Division/ Rudit Manager

Joann Salazar, Deputy Director

5
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Legislative Finance Committee

Dannette Burch, Deputy Director
Manu Patel, Performance Rudit Manager

Joseph M. Salazar, Senior Performance Ruditor

Distribution of Report

This report will be distributed to the Office of the Governor, SROR, Rreca Rgency, Human
Services Department, Department of Finance and Adwministration, Office of the State
Ruditor and Legislative Finance Committee. The report is a matter of public record, and is

available to all interested parties from the Legislative Finance Committee.

Manu Patel

Performance Rudit Manager

MP/njw
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lnternal Control and Organizational Structure Weakvesses

The Area Rgency is a small organization consisting of six full-time employees. WWis staffed
by an execcutive director, deputy direcctor, flmancial manager, nutrition programs manager,
ombudsman program coordinator, and an administrative assistant. Rdditionally, three

volunteers donate secrvices on a part-time basis.

The Rrea Rgency’s exccutive director and deputy dircctor are husband and wife which can

create an appearance of nepotism or conflict of Lnterest, for example:

o No other area agencies on aging of comparable size has a position of deputy director.

L R waiver, granted by the Board of Dircctors (Board) allowed the employment of a
husband and wife.

° Subsequent to the deputy direcctor running a negative sick leave balance, the
execeutive director proposcd and the Board enacted a policy whereby an employee
may voluntarily donate accumulated sick leave to a fellow employee if they so
desire, subject to the consent of the executive director. Thereafter the execcutive
direcctor donated and approved the tranmsfer of his own sick leave to the deputy

director.

Rdditionally, policy changes were made that are questionable and which could further

compromise the internal control structure. These being:

° Procedure changes no longer have to go to the Board for review and approval.

° The clection process for Board members was changed from a straight election by
community memwbers of the senior service centers to a nomination by a nominating
committee. The commiittee consists of one representative from each contributing
community, one representative from each of the Rrea Rgency’s contractors and each
SeniorCenter. This committee submits two candidates for consideration and a third
candidate is sclected by the exceutive dircctor. Since the execcutive director serves
at the pleasure of the Board and is accountable to the Board, it is not appropriate for

the execcutive dircctor to participate Ln nominating a wmember of the Board.
° The exceutive dircctor received Board approval to teach at the Dona Ana branch of
NMSMU; but he did so while on Rrea Rgency tiwe; therefore, both the Rrea Rgency and

NMSM paid for his time.

NEW MEXICO STATE RGENCY ON AGING
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. Rt the request of the executive director, the Board authorized werit awards to

ewmployees bascd on years of service which mostly benefitted the exccutive director.

Rlso, the exccutive dircctor and deputy dircctor have signature authority on the twe Rrea
Rgency bank accounts, the execcutive direcctor approves the time sheets of all employeces
tncluding the deputy direcctor. The husband and wife relationship Lends itself to potential
abuse v arcas such as telephone usage, vehicle usage, leave acerual and usage, ete. Such
conditions can create bnternal control weaknesses itn which errors and Lrregularities may

vot be detected in a timely manner.

Qur review of telephone charges and vehicle usage indicated that telephone and vehicle Logs
are not mailntained to lndicate the purpose of the usage. For example we noted out of state

telephone calls and vehicle usage.

WWewn No. 32, of the contract agreewent between the Rrea Rgency and the SROAR states that
“this agreement shall be governed by the Laws of the New Mexico.....”. Qur review of the
Rrea Rgency’s practice regarding Board wmeetings may have violated requirements of the
New Mexico Open Meetings Ret, Secctions 10-15-1 through 10-15-4, NMSR 1978 as follows:

1. notice of the public meetings, and
2. holding teleconference weetings s not specifically provided for in the
bylaws

Compliance with the open meetings act and the board bylaws is essential to ensure that all
rersons are given the greatest possible information regarding the affairs of the
organization and have an opportunity to attend the Board meetings as tnterested spectators

and in the Lnterest of open communications and exchange of ldeas.,

Recommwendation

We recommwiend that SROAR wonitor and review the operations of the Area Rgency wore

frequently to strengthen the Lnternal control structure. The SROAR should:

° review and clarify the current contract terms and provisions with the Area Agency

to determine if additional intermal and management controls can be Lustituted;

° obtain and review agenda itews before approval by the Board to ensure compliance

with open meeting requirements;

° obtain and review minutes of Board wmeetings;
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require the Board to revicw and approve all major contracts and agreements and have

thewm signed by the chalrwan of the Board;

review the organizational structure of similar size area agencies to determine Lf
there is a need for the deputy dircctor position and restructure the organiazation as
necessary to lmprove bnternal controls, and reduce administrative expenditures and
overhead costs to make wore funds available for direct program related expenditure

to provide better services to senior citizens;

review expenditures for compliance with the area plan and program objectives;
ensure that procedural changes are approved by the Board;

tnstruct the Rrea ARgency to tmmediately remove the bank account signature
authority currently given to the deputy dircctor and ensure all checks issued by the
Rrea Rgevicy have two signatures, one a Board mewber and the other the exccutive

director;

recommend that the clection process for the Board be changed to eliminate

rarticipation by the executive director in the nomination/selection process;
require Rrea Rgency to request SROAR’s advance approval of itewms (such as wmerit
awards, personnel policy, ete.) that are subject to being questioned for allowability
and that SROA provide written justification for approval or disapproval;

require that telephone and vehicle usage Llogs be malntaivned; and

conduct a more intensive review of the Rrea Agency operations to provide specific

oversight as these Lssues are resolved;

Land Purchase and Building Construction

Qur review of the Rrea Rgency’s acquisition of a new adwministrative office determined that

the wethod used for purchase analysis was bnappropriate. The Rrea Rgency had alocal real

estate agent compiile information on the cost of Leasing office space in the Las Cruces area.,

The compiilation, which gave information on leasing space based on dollars per square foot

was then compared to the costs per square foot of construction of a similar size office. The

following items were noted in reviewing this analysis:

NEW MERXICO STRATE RGENCY ON AGING
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° The costs for leasing space was compilled from sites in a wore expensive area of Las

Cruces, specifically from the Telshor business district.

° The execcutive dircctor compared the costs of Leasing new office space to the cost of
acquiring a building. However, this was misleading because the comparison should
have been between Leasing at the Old Mesilla Senior Center and costs of acquiring

Land and building an administrative office.

° The cost analysis was compiled after the fact rather than pricor to acquiring the Land

and constructing an office building.

° The Area Rgevcy used a real estate agent as a procurement manager. The real estate

agent’s fees were based on the construction cost of the bullding.

R corrccet comparison of cost for Leasing the Old Mesilla Senior Center with the costs of
acquiring land and constructing a building would have indicated anincrease ln annual office
space rental costs from $5,500 to approximately $21,900.

n addition, the Rrea Rgency incurs monthly utility, repair and malntenance expenses at the
new facility which were not previously tnecurred. This in itself clearly itndicates that the
wethods of analysis were tnadequate to justify purchase of Land and construction of a nvew

adwinistrative office building.

Yo better understand the Lssues surrounding the Land purchase and the construction of the
adwinistrative office building for the Rrea Rgency, a brief summary of docuwented cvents

is provided below:

° W aletter to the Vice President of the First National Bank of Dona Rna County dated
February 21, 1996, the exccutive director states that the Board instructed him on
January 30, 1996, to begin Llooking inte ecither purchasing or building an
adwministrative office. There was vno discussion regarding the purchase or

construction of any type of building in Board minutes dated January 30, 1996.

° n Rpril 1996, the Rrea Rgency Rrea Plan for FY97 Lnecluded as part of the budget
request, $23,844 for rent that was approved by the SROA.

° On May 1, 1996, the execcutive direcctor and a Local real estate agent entered tnto a
contract, without pricr approval from the Board, in which it was agreed that the
agent would be pald a commission of “six percent of contracted price to build of
$120,000.00". (Sece Exchibit /) It is unusual to have and pay commission to real estate

agents on a construction project.

NEW MEXICO STATE RGENCY ON AGING
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° Wn the Board meeting minutes of May 9, 1996, the execcutive direcctor discusses the
rossibility of acquiring a picce of land to build office space for the Rrea Rgency. The
cost of the building would be $55 to $60 a square foot and the entire cost of the project
would be between $110,000 and $120,000. \n the minutes, it appears that the Board was
unaware of the May 1, 1996 contract between the exccutive director and the real

estate agent.

° Prior to obtaining Board approval, the exccutive director submitted an offer teo
rurchase .59 acres off Elks Drive. The offer was accepted by the Land cswver on June
7, 1996, according to a letter dated Rugust 28, 1996 from the excceutive dircctor to the
Vice President of the First National Bank of Dona Ana County.

° Per the Board meeting minutes of June 12,1996, the execcutive direcctor bnformed the
Board that a picce of Land had been found for construction of an adwministrative office.
The Board thewn gave their approval in principle for the exccutive dircctor to submit

an offer pending final Board action,

Yo this point, there was o cvidence of communication with the SROAR regarding the
construction of an administrative office. WWis also evident that the RArea Agency abandoned

efforts to rent or Lease office space.

. On Rugust 1, 2, and 3, 1996, the real estate agent advertised in the Legal section of
local newspaper for Lletters of tntent from Local contractors. Rgain, without Board
approval, the real estate agent, in effect, becomes the procurement officer for the

Rrea Rgency.

° The real estate agent claimed that only one contractor itn the greater Las Cruces
wetro area responded to the advertisemwment and a Letter of Lntent to bid is created
and sigvned by a representative of Grider Construction, Ltd., who colncidently is the
same contractor who according to the execcutive director, built the executive
director’s homwe a few wonths pricr. R scaled bid was never submitted by the

contractor as required by Board policy and by the State Procurement Code.

. Per the Board minutes of Rugust 15, 1996, the exccutive dircctor itnformed the Board
that he had made an offer on a half acre Lot off of Elks Drive for $35,000. He would use
$15,306 frowm the fund balance as the down payment and had sccured a flmancing
commitment from the First National Bank of Dona Ana County for the balawnce.
Howevenr, the lLand purchase settlement statement bndicates that the actual purchase
rrice of the land is $36,000. The exccutive director proposed an office building of
approximately 2000 square feet at an estimated cost of $110,000. Costs for the entire
rroject were estiNEN IVEIRTO,EXAR TR GENCY ON AGING
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Board ratified the purchase offer and approved the Rrea Rgency entering Lnto a mortgage

agreewent for the of building construction pending a signed agreemwent,

. On Qctober 21, 1996, a contractual agreemwment was entered into between the Rrea
Rgency and Grider Construction Ltd. for the construction of an adwinistrative office
for $120,000. The contract provides a schedule of payment advances for construction.
Qddly, the final construction contract for $120,000 is exactly the amount indicated
onthe May 1, 1996 contract between the exceutive dircctor and the real estate agent.

o The first payment of $30,000 was disbursed by the Rrea Rgency to the contractor on
November 12, 1996. WHowever, flow through wonics designated for the service
rroviders were used for the building construction payment, a dircct violation of their

tntended use.

. OnDecember 2, 1996, a sccond payment was disbursed in the amount of $48,000, again

using flow through moniecs designated for scrvice providers.

o On Decewber 9, 1996, while construction of the adwinistrative office is well
underway, the real estate agent provided the exceutive dircctor an analysis of the
market for leasing space. It should be noted that the Llocations listed on the analysis
are incomparable to the Old Mesilla Senior Center because the analysis tneludes

sites Ln wmore expensive Las Cruces busivess districts.

. On December 12, 1996, a third payment for $24,000 was disbursed, again using flow

through wonies.

. On December 20, 1996, an $18,000 fourth and final payment was disbursed to

contractor again using flow through wonies.

° OnDecember 27,1996, the Rrea Rgevcy settled a mortgage Loan for $148,500 plus $560
from the operating account to payeff the balance of the $21,000 Land Loan, $120,000 for
the building and $7,200 for realtor commission and $860 for other scttlewment charges.

L On January 1, 1997, the exccutive direcctor prepared and entered into a rental lease
contract with the Rrea Rgency as “lessor” and “lessee” at a monthly rental cost of
$1,825 plus utilities, mailntenance and repairs (Exhibit B). The Rrea Rgency did not
follow the State Procurement Code and this Lease agreement may not be considered

an“arms length” transaction for allowability of costs to the federal/state programs.
. On January 4, 1997, a fimal paymwent is made to Grider Construction, Ltd. which

tnecludes NEW MERXICO STATE RGENCY ON AGING
REVIEW OF SOUTHWESTERN NEW MEXICO AREAR
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$7,650 for sales tar and $3,792 for counter tops. However, these items were specifically
tncluded ibn the Lnitial $120,000 contract building specifications. The construction agreewent
was amended for the sales tax amount by the exceutive direcctor and contractor; however,
the exceutive direcctor falled to obtain prior Board approval for the additional expenses.

The Rrea Agency did not follow its Board procurewent policies itn obtalning formal
competitive proposals prior to contracting for the purchase of Lland, in the procuring of
construction scrvices and in realty scrvices. ARlso, the procurewment of construction
services was delegated to an outside organization, rather than issuing request for bids by

the Rrea Rgevcy.

We were unable to locate documentation wherein the Board approved the realtor contract,

construction contract, or approved payment of the $7,650 sales taw.

The Rrea Rgevcy used fiduciary funds designated for reimbursewment to service provider
organizations to pay the contractor for building construction. The excess funds resulted
from the ARrea Agency drawing down wore funds from the SROAR than the actual
disbursemwment made to service providers. The Office of Management and Budget (OMB)
circular R-110 Subpart C, Scction 22, Paymwent, states that the paymwent method shall
minimize the time clapsing between the transfer of funds from the UUnited States Treasury
and the issuance or redemption of checks or warrants by the recipients, The cirecular alse

imposes the same requirements for the pass through funds to subrecipicents.

The Board used $15,306 from their fund balavnce for the down payment, we are questioning the
accuracy of the fund balance and belicve that it is overstated. n a subsequent flnding we
concluded that the Rrea Rgency did not have sufficient funds availlable for the down payment
to purchase land.

The Rrea Rgency expensed some ittems that should have been capitalized, as a result the
geveral ledger-fixed asset building account is understated and operating costs are

overstated by $5,992 (See €Exchibit C).

Recommwendation

The ARrea Rgency complly with its Board policies and all other applicable laws in the
rrocurewent of goods and scrvices. AL major contracts and agreewents be formally
approved by the Board, signed by the Chairman of the Board and be tncorporated in the

wminutes of the board meetings as an official record of the Rrea Agency.

The Rrea Rgency never use flow-through monies for scrvice providers for other than there
tntended purpose. The Rrea Rgency should only request reimbursement of actual
expenditures as lndicatdEW MERXICO STARATE RGENCY ON RAGING

REVIEW OF SOUTHWESTERN NEW MERICO ARER
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on the wmonthly SAR-1 reports and as required by the OMB circular R-110, Subpart C, Section
22,

The SROR determine if the Land and building costs are reasonable and allowable charges
to the grant. OMB circular A-122, cost principles for non-profit organizations must be
followed in determining allowability of costs,. OMB Circular A-110 Subpart C Sections 30,
31 and 32 sets forth uniform standards governing the managewent and disposition of
rroperty furnished by the federal

government were cost are charged to a project supported by a federal award. €ach federal
awarding agency shall prescribe requirewments for the use and disposition of real property

acquired in whole or v part under awards.

The SROAR refer the possible violation of the State Procurewent Code to the District
Rttorney and/or Federal Ruthority for further tnvestigation. The SROAR indicated that they
verbally requested the federal agency to perform an audit and investigation. We
recommend that the SROAR refer this matter Ln writing to the federal regional office and

request a federal audit and investigation of the Rrea Rgency.

RLLL major capital expenditures requested by the Rrea Rgency, be approved by the granting
agency, and major cquipment and construction projects be funded by requesting funding

from the legislature,

Rdjust the general ledger to reflect appropriate land and building costs and reduce

operating expenses by the same amount.

Lack of Rdequate SRAOR Quersight

Three audit reports of the Rrea Rgency provided to us for the period of June 30,1994 to June
30, 1996, and the financial statewments of the Rrea Rgency for June 30, 1997, Lndicate a balance
itn the Due to State account. Recording to the execcutive director, this balance has neverbeen

requested for remittance by the SROR.

The Rrea Rgency had in its area plan a budget worksheet which included $23,844 budget for
rent. ln prior fiscal years, the same budget for this category was $5,184. The area plan was
approved by the SROAR.

The Board minutes dated Rpril 22, 1997, indicate that the executive director received
direcction from the Board to Lock inte a long-term employment contract that would be
satisfactory to the Board, the SROAR and himself. Recording to the Board minutes dated
June 23, 1997, the Rrea Rgency had not received a response from the SROR regarding this
request. However, the SROAR indicated that the Board was verbally discouraged teo enter

tnto a Llong-term employment contract.
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NEW MEXICO STATE RGENCY ON AGING
REVIEW OF SOUTHWESTERN NEW MEXICO AREAR
RGENCY ON AGING
FINDINGS AND RECOMMENDATIONS

Recommwendation

The SROR worlk with the Rrea Rgency to determine the accurate amount due the state and
remit that amount back to the state. The SROR use due diligence in the review and approval
of the area plan submitted by the Rrea Rgency. The SROAR use due diligence to monitor and
review the operations of the Rrea Rgency to determine compliance with the approved area
rlan. Furthermore, there should be written communication between the SROAR and the Rrea
Rgency dealing with the

long-term employment contract and other program administration issues. SROAR should
have knowledge of actions taken by the Rrea Rgency’s Board and the activities performed

by its managewent teo prevent or diminish disputes over allowable program costs,

Wncorrect Fund Balance

The wethod used by the Rrea Rgency to compute Lnterest is Lnappropriate. Currently, the
Rrea Rgency’s interest computations are based on the Rrea Agency’s fund balance and the
balances in three Llability accounts. The tnclusion of balances of the Liability accounts by
the Rrea Rgency in its Lnterest computation is Lnappropriate. RLL wmonies deposited with
its banle, except for donations, belong to the granting agency until such time that the checle,
warrant or other lnstrument of paywent has cleared the bank of the sub-recipient,
Therefore, interest carmed on liability accounts does not belong to the Rrea Rgenecy but must
be returned to the SROR.

Notwithstanding tncorrect lnterest caleulations, for the past secveral years the Rrea Rgency
has accumulated a substantial fund balance. The accumulation is due in a large part to the
interest

carned on bank accounts and program income. For the most part, these bank accounts for
which the Lnterest has accrued, consist of funds passed down to the Rrea Rgency from the
authorizing oversight agency, the SROAR. ARccording to OMB Circular R-110, Sub-part C,
Section 22, paragraph (L), a sub-recipient must remit baclk to the lssuing agency any lnterest
carved on federal funds annually. The Rrea Agency bndicates that $4,680 of the fund balance
is Local contract revenue (Sece Exhibit €C). Rccording to the executive director, these were
surplus funds from a contract between Rrea Rgency and Dona RAna County. However, Scction
1 of the contract requires surplus funds on hand, iLf any, to be returned in proportion te the
contributions wmade. Hewnce, the fund balance tncludes wonies not belonging to the Rrea
Rgency but to the granting agencies. The composition of the fund balance should only be
donations and the interest carmed on those donations. Therefore, the fund balance is
overstated and the amount due to the state and Dona Rna County is understated in the

flnancial statements of the Rrea Rgency.
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NEW MEXICO STATE RGENCY ON AGING
REVIEW OF SOUTHWESTERN NEW MEXICO AREAR
RGENCY ON AGING
FINDINGS AND RECOMMENDATIONS

Qur analysis of the Rrea Rgency’s fund balance ndicate that the Rrea Rgency may have

serious flnancial problems assuming the SROAR disallows previously questioned costs. The
following would be the fund deficit as of June 30, 1997:

Fund balance as of 6/30/96 $17,103
Less:

Returnm of surplus funds to the

Vona Ana County (4,680)

Oisallowed interest cost due to not

obtaining prior approval and not

following procurewent code (6,250)

Oisallowed depreciation over

rrivcipal paymwents (1,853)

Oisallowed vehicle replacewent

fund (2,528)

Oisallowance of capital

expenditure charged to grant

funds (5,992)

Purchase of real estate (15,306)

Wnterest tncome reallocation”’ (698)
Rdd:

Donations FV97 1,568

25% lnterest FV97° 283

Rdjusted fund deficit 6/30/97 ($18,353)

‘The fund balance amount is based

reallocation amount is an estimate.

on information available. The interest incowme

Retual amounts will be determined when the Rrea

Rgency and SROAR recompute the fund balance amount.
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REVIEW OF SOUTHWESTERN NEW MEXICO AREAR
RGENCY ON AGING
FINDINGS AND RECOMMENDATIONS

Recommwendation

Fiscal personnel from the Rrea Agency, the SROAR, and an independent contract auditor worlk
together to determine the actual fund balance of the Rrea Rgency. Only donations receilved
and the interest carmned on those donations should be included. The interest earmed should
be re-caleulated to adequately reflect that amount that is actually due the state and Dona
Rva county. Once a final dollar figure has been determined, that amount should be remitted
tmwediately to the SROR by the Rrea Rgency. Also, the Rrea Rgency, comply with the
contract terms with Dona Rna county, and return surplus funds in proportion te the
contributions made. Finally, the SROAR determine the flmancial viability of the Rrea Rgency

and its ability to provide services Ln PSR4 area.

Surety Bond Coverage

Qur review and tnquiry of the execcutive dircctor Lndicated that the Rrea Agency does not

have surety bond coverage as required by its bylaws.

Section 4.04, Surcty Bownds, of Rrticle IV of the Bylaws of the Rrea Rgency requires all
officers and those wmewbers of the Board of Directors designated as check co-signers obtain
abond in such sums and with such surety as the Board deewms acceptable, conditioned upon
the faithful performance of all duties to the Corporation, including responsibility for
negligence and for the accounting for all assets of the Corporation which may come ibnto the
rossession of such officer or Board wmember., The minimum surety bond required by bylaws
is $500,000.

Recommwendation

It is recommwended that the Rrea Rgency comply with the surety bond coverage policy stated

in its Bylaws.
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